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the financial detriment of the Govern-
ment, and when payments due on all 
FmHA or its successor agency under 
Public Law 103–354 loans have been 
made from other income or the as-
signed income is needed for family liv-
ing and farm operating expenses. This 
income will not be shown on Form 
FmHA or its successor agency under 
Public Law 103–354 1962–1, ‘‘Agreement 
for the Use of Proceeds/ Release of 
Chattel Security.’’ The receipt of these 
proceeds and their planned use will be 
clearly identified on the current farm 
pan. 

§ 1965.22 Deceased borrower. 
Deceased borrower cases will be han-

dled under § 1962.46 of subpart A of part 
1962 of this chapter. 

§ 1965.23 Bankruptcy and insolvency. 
Bankruptcy and insolvency cases will 

be handled under § 1962.47 of subpart A 
of part 1962 of this chapter. For SFH 
loans, refer to subpart C of part 1965 of 
this chapter. 

§ 1965.24 Servicing note-only cases. 
Each loan made on a note-only basis 

without real estate security will be 
serviced in a manner consistent with 
the best interests of the FmHA or its 
successor agency under Public Law 103– 
354. 

(a) Sale of real property on which im-
provements were made with note-only 
FmHA or its successor agency under 
Public Law 103–354 funds. Any loan evi-
denced only by an unsecured note will 
be collected by voluntary means at the 
time of the sale of the property, if pos-
sible. If collection is not possible, the 
loan may be assumed by the purchaser 
of the property on the terms of the 
note if the assumption is determined to 
be in the FmHA or its successor agency 
under Public Law 103–354’s best finan-
cial interest. If collection or assump-
tion cannot be effected, consideration 
should be given to settling the account 
in accordance with Subpart B of Part 
1956 of this chapter, if it is eligible, ob-
taining judgment, or classifying it as 
collection-only. In case of a judgment 
sale, the State Director with the advice 
of OGC and the U.S. Attorney, will au-
thorize an employee to attend the sale 
and if appropriate, enter a bid on be-

half of the Government under Subpart 
A of Part 1955 of this chapter. 

(b) Assumption of note-only when 
real property securing another FmHA 
or its successor agency under Public 
Law 103–354 loan is involved. When a 
borrower has an FmHA or its successor 
agency under Public Law 103–354 loan 
secured by real estate and another 
FmHA or its successor agency under 
Public Law 103–354 loan evidenced only 
by a note and the real estate is to be 
transferred and the entire secured real 
estate debt is to be assumed, all or a 
part of the unsecured note up to the 
present market value of the property 
in excess of existing liens must also be 
assumed. 

[51 FR 4140, Feb. 3, 1986, as amended at 51 FR 
45439, Dec. 18, 1986] 

§ 1965.25 Release of FmHA or its suc-
cessor agency under Public Law 
103–354 mortgage without monetary 
consideration in certain cases. 

(a) Additional real estate security 
owned by an entity member(s). Real es-
tate owned by a member(s) of an enti-
ty-borrower, which was taken as addi-
tional security for a loan secured by 
real estate, may be released if it is 
needed for the entity member(s) to fi-
nance a separate operation and the re-
maining real estate adequately secures 
the entity loan(s). A release will not be 
considered if a subordination can be ap-
proved for the same purpose. The Coun-
ty Supervisor will document in the 
case file why a subordination is not 
feasible. 

(b) Release of real estate from mortgage 
because of mutual mistake. Land or 
buildings included in the mortgage 
through mutual mistake, when sub-
stantiated by the facts of the situation, 
may be released from the mortgage by 
the State Director. The release is con-
tingent on a determination of the 
State Director, with the advice of the 
OGC, that a mutual error existed at 
the time such property was included in 
the Government’s mortgage. 

(c) No evidence of indebtedness. The 
FmHA or its successor agency under 
Public Law 103–354 mortgage may be 
released by the County Supervisor in 
situations where there is no evidence of 
an existing indebtedness secured by the 
mortgage in the records of the FmHA 
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or its successor agency under Public 
Law 103–354 County, State, and Finance 
Offices. 

(d) Release of valueless liens. State Di-
rectors are authorized to release FmHA 
or its successor agency under Public 
Law 103–354 mortgages or other liens 
when the mortgages or liens have no 
present or prospective value or when 
their enforcement would likely be inef-
fectual or uneconomical. This includes 
release of a junior lien on the bor-
rower’s dwelling financed with an SFH 
loan and located on a nonfarm tract 
when the junior lien was taken as addi-
tional security for a Farmer Program 
loan(s). This authority does not extend 
to valueless judgment liens or value-
less statutory redemption rights except 
with the consent of the OGC. The fol-
lowing information will be obtained in 
determining present or prospective 
value: 

(1) Appraisal report. A market value 
appraisal report on the security pre-
pared by an FmHA or its successor 
agency under Public Law 103–354 em-
ployee authorized to appraise under 
§ 761.7 of this title. 

(2) Lienholders. The names of the 
holders of prior liens on the property, 
the amount secured by each lien which 
is prior to the FmHA or its successor 
agency under Public Law 103–354, the 
amount of taxes or assessments, and 
other items which might constitute a 
prior claim. This information will be 
recorded in the running case record of 
the borrower’s County Office case fold-
er and submitted to the State Director 
for review. 

[51 FR 4140, Feb. 3, 1986, as amended at 53 FR 
35795, Sept. 14, 1988; 56 FR 15830, Apr. 18, 1991; 
57 FR 18681, Apr. 30, 1992; 58 FR 44752, Aug. 25, 
1993; 64 FR 62569, Nov. 17, 1999] 

§ 1965.26 Liquidation action. 
(a) Voluntary liquidation—(1) General. 

When a borrower contacts FmHA or its 
successor agency under Public Law 103– 
354 and asks about voluntarily liqui-
dating security, the borrower will be 
sent attachments 1 and 2 of exhibit A 
of subpart S of part 1951 of this chapter 
or attachments 1, and 3, and 4 and the 
preliminary application forms by cer-
tified mail, or the forms will be hand 
delivered at the County Office. The 
servicing notices which provide pos-

sible alternatives to liquidation pro-
vide a maximum of 60 days for the bor-
rower to apply for servicing. Therefore, 
FmHA or its successor agency under 
Public Law 103–354 will not discuss liq-
uidation or methods of liquidation 
until 60 days after the borrower re-
ceives the notices except in serious sit-
uations which are documented in detail 
in the case file. During the 60-day time 
period the County Supervisor may an-
swer questions regarding the servicing 
notices. After 60 days, the borrower 
will be told that liquidation can be ac-
complished by: 

(i) Selling the security under para-
graph (f) of this section. 

(ii) Transferring the security under 
§ 1965.27 of this subpart. 

(iii) Conveying all security to FmHA 
or its successor agency under Public 
Law 103–354 as outlined in subpart A of 
part 1955 of this chapter. 

(iv) Refinancing the Farm Loan Pro-
grams debt with another lender. The 
servicing official will explain the provi-
sions of these regulations to the bor-
rower. 

(2) Sale or transfer for less than secured 
debt. If the property is to be sold or 
transferred for less than the total se-
cured debts against it, the property 
will be appraised immediately to deter-
mine its present market value. The ap-
praisal will be completed by an author-
ized agency employee in accordance 
with § 761.7 of this title and placed in 
the borrower’s case file. If a qualified 
agency appraiser is not available, the 
State Executive Director may contract 
for an appraisal in accordance with RD 
Instruction 2024–A (available in any 
agency office). 

(b) Involuntary liquidation—(1) Gen-
eral. When the servicing official, with 
the advice of the District Director, de-
termines that continued servicing of 
the loan will not accomplish the objec-
tives of the loan, or that further serv-
icing cannot be justified under the pol-
icy stated in § 1965.2 of this subpart, liq-
uidation of the account will be accom-
plished as quickly as possible under 
this section and subpart A of part 1955 
of this chapter. 

(2) Farm Loan Programs loan cases. In 
Farm Loan Programs loan cases, bor-
rowers who are 90 days past due on 
their payments, must receive exhibit A 
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